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Table 17.--U, S. imports of lamb and mutton, 1952-61

: : Imports
Total U, S. ° : Meat * Total lamb °
Year : ora~ - : Meat : ; o8 aMm> Lamb imports as
production 1/ N and mutton
: =" : equivalent of : : ‘Total lamb® and live :percent of lamb
: : live imports : Lamb : Mutton fand muttonf equivalent production 2/
: Million Million Million Million Million Million
: pounds pounds pounds pounds pounds pounds Percent
1952,..: 648 3/ 5.4 0.8 6 6 0.9
1953...: 729 3/ 1.8 1.3 3 3 .3
1954...: 734 3/ 1.8 .3 2 2 «3
1955.0.¢ 758 3/ 1.4 .9 2 2 .2
1956,4.: 741 3/ .8 .6 1 1 .1
195760 707 1 1.8 1.7 4 5 .3
1958, 44 688 1 6.8 54.4 41 42 1.1
1959...: 738 2 9.5 94.6 104 106 1.4
1960...: 738 3/ 12,4 74.6 87 88 1.7
1961,..: 832 3/ 10.9 89.8 101 101 1.5

1/ Total commercial slaughter of lamb and mutton in United States in carcass weight.
2/ BEstimated at 90 percent of total production.
3/ Less than 500,000 pounds,



of the commodity specialed is increased substantially during a special sale,
and items are chosen for their low additional costs of handling, quite low
markups can be profitable, A markup covering all costs is necessary in this
case in order to make this policy profitable,

.Lamb f%ts these requirements better than many other commodities because
its perishability aids in separating markets in time. Leg of lamb is a cut

with relatively low labor costs per pound and the large size of the cut gives
good tonnage,

3. Specialing is also amethod of passing alongto customers a decline in purchase
price and a means of disposing of surplus inventory, A temporary, favorable
purchase price can be passed along without affecting ‘‘normal’’ prices, It
is a method sometimes usedto introduce a declining market, The promotional
or shock value of a low price can be obtained without selling at a loss. In
such cases, competitors frequently are specialing the same product so much
of the competitive advantage is not realized.

Specials are more important to lamb than other meats. Most retailers indicated
that their lamb volume during a special increases five or six times; in some areas
‘the increase is even greater, As a result a large proportion of all lamb sales is
made under specials, Some retailers are able to buy in volume in the wholesale
‘market only for special sales.

, Although the retail food industry is intensely competitive, several important
.rigidities have developed in lamb marketing, These rigidities are the result of the
.awareness of many retail firms of the importance of competitors’ reactions to their
‘decisions, They stem from the retailer’s flexibility in decisions regarding whether or
not to offer lamb. In many areas their customers ordinarily buy little of it, Unlike
‘beef and pork, lamb seldom has a large following that will go to competing stores in
response to lower lamb prices.

__ Although retailers consider many factors in scheduling special sales, they are
. quite sensitive to changes in the wholesale market and adjust their plans accordingly,
“When an individual retailer has a special, he increases his wholesale lamb purchases
v-::‘several times and often gets a price discount, In turn, this may reduce the quantity
~of lamb remaining in the market and may push the price up.

- The level and tone of the wholesale market price of each meat are important
-factors in retailers’ choices among products for specials. Thus, the indication that
‘a major competitor is buying lamb at wholesale for a special may tend to cause other
retailers to buy only the minimum quantity of lamb (in many areas this is quite small
‘m=often even less than fish), 26/ The large retailer who is buying lamb for a special
is not likely to find a major competitor also buying lamb for a special at the same time,

This advantage is limited and extremely unstable. Retailers are reluctant to
_compete in situations unfavorable to them. Whether they go ahead and buy for a lamb
“special or switch to some other meat depends on the lamb market and the market fqr
‘other products. All buyers know that competitors are always willing to move in

quickly if they sense an opportunity.

"7 26/ The tendency noted here may be submerged by more important considerations.
For example, a falling market may make lamb a particularly good buy at wholesale.
“If retailers believe their competitorswill feature unusually attractive prices on lamb,
their incentive to pass the wholesale price decrease on to their customers is great,



Impacts of retail price specials on producers appear to be principally of two
types: (1) effects upon prices and quantities demanded of various commodities, and
(2) alteration of normal market flows and previous bargaining relationships,

Quantity effects of specials depend upon consumption responses to price changes
of the commodity specialed and competing commodities, Changes in these responses,
induced by promotion of special sales as wellas normal response to greatly fluctuating
prices, may result in fluctuations in supplies needed to satisfy demands. However, |
such effects may not occur unless a substantial part of the normal market is affected
at a given time. In fact, without a concerted effort by a promoting group, specials
by competing retailers tend to balance out over large numbers and over time and to

be cushioned by inventories so that fluctuations at retail may not be noticeable at the
farm level.

Effects of Federal Grades on Competition

The behavior of firms in the wholesale market for lamb can alter its market
structure, _2_7/ The decisions of firms to use or not use Federal grades for lamb is
a force affecting the volume of product sold,the number and size of firms in a market,

and the area over which the product is sold, Such changes affect the nature of com-~
petition in the market,.

Meatpacking firms compete on the basis of the efficiency with which they allocate
their resources in buying, slaughtering, processing, and marketing livestock and
meat. Some firms also compete by changing the public image of their product. To
the extent this is done by improving the quality or reducing the variation in the quality
of the lamb they sell, they are providing a service to consumers. Few large lamb
slaughterers, however, are able to select and slaughter only top quality lamb. The
range of quality of the lambs they kill necessarily resembles the range of quality
of all animals slaughtered in the same area at that season, As a result it sometimes
is difficult to fill orders for some levels of quality because the level of quality of
lambs marketed varies by season and by year., Consequently, packers face a strong -
temptation to include some lower quality lamb in their top brands,

When this is done, the industry may be damaged. Customers are led to believe
they are getting lamb of a consistent quality level when the quality actually is variable.
Large firms are able to develop some consumer attachment to their brands by exposing
consumers to constant advertising, In this way a firm with large resources gives the =
impression that its best meat is better than that of a small firm that cannot advertise
widely--even when the opposite may be true (some small firms are able to select -

27/ Ratmnal economic behavior calls for firms to attempt to protect and enlarge

their market share. This is done by price and quality competition and by altering
consumer attachment through advertising and product differentiation,

' Soc1ety generally applauds efforts to compete by improving levels of efficiency
»but is critical of attempts to maintain a market share by restricting competition
~ from either existing or potential firms. Competition is the force expected to maintain
. efficiency. The real possibility of a competitor selling at a lower price is expected

ﬂt° lead to the smallest margins consistent with the continued operation of efficient

I_£1rms. - The possib111ty' of a new firm entering the industry and selling at a lower

f"."i.v.:prme is expected to prevent the existing firms from maintaining high prices and

L engoying large profits.
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lambs very carefully), Because oftheir exposureto advertising, consumers may select
the known brand, The large firm may grow while the small one may fail on the basis
of projected differences that do not exist,.

.Without Federal grades, packers with proprietary labels would often be able to
- outbid small packers, If small packers were driven out of business, remaining
- packers would be less competitive, and lamb prices would be lower.

Such a situation led to the original development of Federal grades, The offer of
federally graded lamb by some packers (initially those without private brands,) and
the growing willingness of many retailers to buy such lamb has forced the more
reluctant packers to offer federally graded lamb to their customers in ofder to hold
their markets, Federal gradestendtoimprovethe level of competition in the industry
by allowing small firms without proprietary labels to compete with large firms,

Increased market competition is particularly important in the lamb industry
because a small number of firms represents a large part of the national industry.
On markets where a small number of major firms compete with each other on an
equal basis for a limited supply, competition can be intense, But such competition
may not last over the long run. High concentration increases the possibility of policies
which give the same result as collusion without the overt act. Firms learn that
vigorous activity in the marketplace risks retaliation from important competitors,
They learn what they can safely do. Under this type of competition, when firms
anticipate the reactions of competitors to their own pricing activities, the result
may be market sharing with no collusion (7). With few firms in the market, individual
firms may be forced into this rational behavior pattern without being aware that the
result may be lower prices to farmers and higher prices to consumers,

~ The presence of a growing number of important and highly competitive independent
lamb slaughterers and a nationwide market for the lamb slaughtered by all packers
tends to limit price distortion to individual market areas. Many independent firms
in this changing market structure have relied heavily on Federal grades.

Federal grading helps the nationwide lamb market to become more articulate and
competitive, It allows buyers from coast to coast to be in contact with many sellers
regardless of the distance involved, It improves the precision of market information.
It helps limit the range within which individual markets can differ from the national
market price, in spite of the small number of firms in a given market area.

Effects of the Change in Grade Standards

The most immediate effect of the 1960 change in Federal grades for lamb was
to increase the supply of U, S. Prime and Choice, and to reduce the supply of U. S.
Good lamb., Even though the proportion of federally graded lamb that was rolled
Choice decreased by about 5 percentage points between 1959 andl%l,tfhe total
suf»,ply of Choice carcasses increased, The proportion of total commercial lamb
slaughter that was federally .graded in 1961 increased from 35 to .44 percent at the
game time total commercial slaughter increased by 14 percentage points.

The segments of the industry which used Federal grades s‘t:c:ongly approved the
1960 change, but there were a few dissenting. Those who were critical were generally
opposed to . any: Federal grading. Three national packers who object strongly' to
Federal grading also objected to the change, Of those who felt that Federa} grading
was beneficial, none opposed the change. Some hotel and restaurant suppliers have
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heard complaints about the new Prime grade, while a few retailers complain about
the new Choice.

The trade was in favor of the changé because it solved several immediate
problems., Retailers were pleased with the increased supply of Choice and Prime,
Carcasses graded Choice and Prime, as a group, are now lighter and leaner.

Most of the trade indicated little concern over the quality levels of the current
grades, They seemed more than willing to give up the necessary ‘‘quality’’ required
to widen the supply of Choice and Primeto get it leaner. Retailers generally indicated
that the new Choice was at least as acceptable as the old. Many retailers have a
strong impression that their customers like the new Choice better than the old,
Retailers indicated that their customers generally have shown a preference for
lighter, less wasty lamb, and that the 1960 change is in line with these preferences.
The time lapse since the change has beentoo short to say whether or not this appraisal
is correct,

Nevertheless, the fact that retailers think that consumers want leaner lamb, and
lighter cuts, has an important significance of its own. It determines what retailers
buy, and what they offer their customers, and how they design their advertising,
Almost certainly, these factors are influential on what consumers do want,

Producers appear to be responding to the grade change by feeding lambs a shorter
period of time and marketing lighter lambs. This means less feeding cost per lamb
marketed., It may also mean less demand for the services of livestock feeders, The
number of lamb inshipments into the Corn Belt declined during the traditional feeding
months of 1960-62 even though commercial slaughter increased. Since the 1960 change
in grades, a larger proportion of yearly slaughter occurred during the fall rather than
the winter months. If these trends continue, lamb feeders will be at a disadvantage
because less feeding will be required,

- The 1960 change in Federal lamb grades had little discernible impact on lamb
prices. Both farm and retail lamb price changes were associated with changes in
prices of lamb substitutes and lamb production. The degree of this association did
not change noticeably with the change in grade standards in 1960,

An objective of the change in standards was to define the grades so there would
be at least three ‘‘working'’ grades, each with an important proportion of the demand
and supply. But this has not occurred.

To most of the trade the demand for federally graded lamb is more than ever
concentrated on U. S. Choice. The U. S. Government and some institutions request
U. S. Good, some hotels and restaurants U, S. Prime, but most retailers prefer to
offer U, S. Choice. Theyhave foundthe grade name to be a highly successful ‘‘brand’’,
As a result, the retail demand for lamb continues to be mostly for Choice lamb,

Probably the most important effects of the 1960 change are subtle and long run
in nature, They includeanincreaseinthe industry’s confidence that Federal standards
are designed for the benefit of the users and that they can be changed when needs
change. Federal grades appear to be more useful to the industry since the change,
because they are more widely used, Further, the more widely Federal grades are
used, the more useful they become as a means of communication between markets °
and market levels. DBetter means of communication mean more information, more
informed and better decisions at every level. The new grades appear to have given
producers a clearer indication of consumers’ preferences, Producers have responded
by marketing lighter lambs with less finish,
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General Conclusions

Federal grades were not intended to serve as retail brands but retailers generally
indicated that their incentive for buying federally graded lamb came from its useful-
ness in merchandising as well as in procurement, Federal grades are useful in
purchasing, in quality description, in price interpretation, and in limiting the variabil-
ity of the lamb from which they select. They seldom serve as sufficient quality
specification for wholesale transactions, however, even in western markets where
they are most widely used. Other important specifications are nearly always added.
These include a weight range and, often, further quality specifications, :

Wholesalers find Federal lamb grades more useful in selling then buying, Many
of their customers insist on federally graded lamb., Because of their specialized
nature and close contact with packers, wholesalers generally communicate quality
very well using Federal grades and weight plus a variety of more descriptive
individual techniques, Wholesalers are so expert at specifying and communicating
quality over long distances that they successfully buy unrolled lamb and have it
graded so that they can meet their customers’ requests for federally graded lamb.,

The use of U, S. Choice as a retail “‘brand’’ has led to pressure for more and
more lamb to be included inthis grade, Packers estimated that of the lambs slaughter-
ed in 1960,68 percent would have made Choice and 11 percent Prime had it all been
federally graded. Since then, the proportion qualifying for U. S. Choice has increased
at the expense of Prime. There is a general feeling in the trade that U, S. Choice
is important mostly for the lamb excluded at both ends of the quality range., Most of
the trade believe that quality variation in the Choice grade, even though it covers
the bulk of the total supply, is not sufficiently great to offset the advantages of having
essentially one ‘‘working’’ grade, Many retailers have specific quality preferences
and attach their own specifications to their orders. Since the changeingrade stand~
ards, these specifications usually fall within the Choice grade., Because leaner
lambs now can be rolled Choice, retailers are happier; because a larger proportion
of their lambs grade Choice, packers are happier,

Large variations in lamb quality (as measured by grade standards) arise from
the differences in breeds and types slaughtered, Nevertheless, variations in eating
quality appear to be less for lamb than for other meat animals, perhaps because
lambs are young animals when slaughtered.  The large amount of breed and type
variation tends to lead to wide grades. The trade appears to find their variation
less important for lamb than for other species, as they have readily accepted the

relatively wide grades.,

Federal lamb grades were designed to help wholesale traders describe quality
in lamb carcasses. In practice their use and impacts go far beyond this intention.
By facilitating wholesale trading, Federal grades have helped a fast growing group
of strong independent competitors steadily to erode the large share of the wholesale
lamb market traditionally held by the national packers. By increasing the quality
information available to producers and retailers, Federal grades have helped change
production and marketing patterns in line with the preferences of consumers. Re-
tailers have found Federal grades useful in merchandising in addition to their use

in the wholesale market,

The impact of Federal grades in the lamb market is both subtle and far reaching.
There is little evidence that they have important short-run effects on prices, but
undoubtedly, they have important long-run effects on prices by allowing price com-
parison among markets and by enlarging the markets for many small buyers and
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sellers, By helping producers get more quality information quickly, t'hey. speed up
industry response to consumers’ preferences, Such a response is essential in today's
competition among meats for the supermarket shelf space,

The two most important effects of Federal grades for lamb appear to be on
producers’ decisions and on market competition, Of these, the latter is probably
the more important, The high level of concentration in the wholesale lamb market,
particularly in some individual markets, is a potential threat to market competition,
The growth of highly competitive independent firms is a growing force counter to
this threat.

Despite imperfections, Federal grades for lamb are useful at all levels of the
market and have important beneficial effects. There is no evidence that they are
responsible for the serious problems currently troubling the lamb industry, On the
contrary, as these problems -are met by improving the product and increasing con-
sumer demand, Federal grading likely will grow in importance.
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